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Re ply Comme nts  for Docke t No. RT-00000D-0672.

McLe odUS A did not file  initia l com m e nts  in the  docke t. Howe ve r, McLe odUS A s upports

the  Initia l Comments  tiled by Integra  Te lecom on J anua ry 4, 2008 .
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There  appea rs  to be  a  dis connect be tween the  initia l comments  filed by ce rta in cante rs  s uch

a s  Qwe s t a nd wha t the  Commis s ion ide ntifie d a s  the  s ubje ct of the  inquiry. Inhe re nt in a na lyzing

the  "cos t of te le communica tion a cce s s " is  the  conce pt tha t the  cos t of providing tha t a cce s s  is  a

re le va nt cons ide ra tion. Ye t, ce rta in  p a rtie s  ig nore  th is  conce p t in  the ir in itia l com m e nts  a nd

a dvoca te  a doption of the  inte rs ta te  re gime  in Arizona  a s  a  de  fa cto re a s ona ble  le ve l of intra s ta te

acces s  ra te s  for CLECs . It is  indis putable  tha t the  FCC's  re form of inte rs ta te  acces s  ra te s  has  been

d e vo id  o f c o s t c o n s id e ra tio n s ,  a n d  is ,  th e re fo re ,  a  m o d e l o f re fo rm  u n wo rth y o f s e rio u s

cons ide ra tion if, a s  s ugge s te d by the  Com m is s ion 's  inquiry, the  cos t of p roviding  a cce s s  is  a

re le va nt pa rt of the  inquiry. McLe odUS A s ubmits  the  cos t of providing a cce s s  is  inde e d re le va nt.



1 As  Inte gra  note d in its  initia l comme nts , the re  a re  ba s ic, unde nia ble  cos t diffe re nce s

2 be twe e n a n RBOC a nd a  CLEC in providing s witche d a cce s s  s e rvice s . S ome  of the se  cos t
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diffe re nce s  re la te  to e quipme nt cos ts , a nd othe r cos t diffe re nce s  re la te  to diffe re nce s  in ne twork

configura tions . Othe r fa c to rs  a ffe c ting  the  cos t o f p rovid ing  a cce s s  ma ke  RBOC ra te s

ina ppropria te  for CLECs  a s  we ll. For e xa mple , a  CLEC looks  much more  like  a  rura l LLEC whe n

it come s  to the  cos t of providing a cce ss  in te rms  of tra ffic volume . Re la tive  to a n RBOC, a  CLEC

is  much more  like  an RLEC where  the re  a re  s ignificant cos ts  tha t mus t be  recove red ove r a  much

more  limited unive rse  of access  minutes .

To tha t end, a ttached is  a  decla ra tion by Dr. Augus t Ankum and Mr. Sydney Morrison filed

on  be ha lf o f McLe odUS A in  FCC Docke t No . WC-07-135  e xp la in ing , a t a  h igh  le ve l,  the

s ignificant cos t diffe rences  be tween a  CLEC and an RBOC tha t is  directly on point.

The  be tte r a pproa ch with intra s ta te  a cce s s  ra te  re form is  to pe rmit ca rrie rs  to cha lle nge

individua l ca nte rs  a cce s s  ra te s  tha t ma y be  outlie rs  ra the r tha n forcing a ll CLECs  to  jus tify

continua tion of curre nt a cce s s  ra te  le ve ls . As  a  ca rrie r tha t we n t th ru  the  cos tly a nd  time

consuming process  of having a  cos t s tudy done  to support its  current access  ra tes , McLeodUSA is

pe rha ps  in a  unique  pos ition to e duca te  the  Commiss ion tha t re quiring e a ch CLEC to go through

tha t process  would be  an extraordina ry expense  and an adminis tra tive  burden for the  Commiss ion

to review each and every cost s tudy.

If the  Commiss ion be lieves  tha t access  re form is  something worthy of its  limited re sources ,

the n McLe odUS A be lie ve s  tha t CLECs  s hould be  give n the  opportunity to e xpla in in a  forma l

proceeding why they should be  entitled to recoup the ir cos ts  of providing tha t access , and expla in

why RBOC inte rs ta te  ra tes  a re  an inappropria te  and unfa ir proxy for CLEC access  ra tes .
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RESPECTFULLY SUBMITTED this  6th da y of Fe brua ry, 2008.

McLEODUS A Te le communica tions  S e rvice s , Inc.

By
Willia m A. Ha a s
Deputy Genera l Counse l
Willia m H. Courte r
Associa te  Genera l Counse l
6400 C Stree t SW
Cedar Rapids , Iowa 52406
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Gary Joseph
Na tiona l Brands , Inc. db
Sharene t Communica tions
4633 West Polk S tree t'
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S cott Wa ke fie ld
Chie f Counse l
Re s ide ntia l Utility Cons ume r Office
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Qwe s t Corpora tion
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Before  the
FEDERAL COMMUNICATIONS  COMMIS S ION

Washington, DC 20554

In the  Ma tte r of

Establishing Just and Reasonable Rates
for Local Exchange Carriers

WC Docket No. 07-135

DECLARATION OF AUGUS T H. ANKUM AND S IDNEY L. MORRIS ON IN
S UP P ORT OF THE COMMENTS  OF MCLEODUS A, INC

Qualifica tions

1. My name is  August H. Ankum. My business  address  is  1027 Arch, Suite  304, Philade lphia
PA, 19107. I am Senior Vice  President and founding partner of QSI Consulting, Inc., an
economics and te lecommunications consulting firm. received a  Ph.D. in Economics from
the  Univers ity of Texas  a t Austin in 1992, an M.A. in Economics  from the  Univers ity of
Texas a t Austin in 1987, and a  B.A. in Economics from Quincy College , Illinois , in 1982

2. My professional background covers work experiences in private  industry and at sta te
regula tory agencies. As a  consultant, I have worked with large  companies, such as AT&T
AT&T Wire le ss  a rid MCI WorldCom ("MCIW"), a s  we ll a s  with sma lle r ca rrie rs , including
a  varie ty of competitive  loca l exchange  carrie rs  ("CLECs") and wire less  carrie rs . I have
worked on many of the arbitration proceedings between new entrants and incumbent local
exchange carrie rs  ("ILE Cs"). Specifica lly, I have  been involved in a  la rge  number of
arbitra tions between new entrants  and AT&T, Verizon, Qwest, AT&T, and Puerto Rico
Telephone . Prior to practicing as  a  consultant, worked for MCI Te lecommunica tions
Corpora tion ("MCI") a s  a  VerNor economis t. At MCI, provided expert witness  te s timony
and conducted economic analyses for internal purposes. Before  I joined MCI in early 1995, I
worked for Teleport Communications Group, Inc. ("TCG"), as  a  Manager in the  Regula tory
and Exte rna l Affa irs  Divis ion. In this  capacity, te s tified on beha lf of TCG in proceedings
concerning local exchange competition issues, such as Ameritech's Customer First
proceeding in Illinois . From 1986 until early 1994, I was employed as an economist by the
Public Utility Commiss ion of Texas  ("PUCT") where  I worked on a  va rie ty of e lectric power
and te lecommunications issues. During my last year a t the  PUCT, I he ld the  position of chief
economist, Prior to joining the  PUCT, taught undergraduate  courses in economics as an
Assistant Instructor a t the  University of Texas from 1984 to 1986

Of particular importance to the current issue is my extensive background in and experience
with ILEC cost models

4. My name  is  S idney L. Morrison. I am in cha rge  of QSI Consulting, Inc's  Enginee ring and
Telecommunications Services group. My business address is 550 Sunset Lakes Blvd., SW
Sunset Beach. North Carolina 28468

3.
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Shave over 40 years of experience in the telecommunications industry. began my
telecommunications career in 1966 with Southern Bell Telephone and Telegraph, and
transferring, in 1970, to Mounta in Bell in Denver, Colorado as  a  centra l office  technician. In
1972, I was promoted to supervise  main distributing frame operations. In 1980 and 1981, I
perfonned time and motion studies for service  provisioning on approximate ly 75 of
Mountain Be11's MDF operations. These time and motion studies included components for
jumper running and administra tive  activities on each of these  frames. From 1983 until 1986
Iwis  the  switching control cente r and main dis tributing frame subj e t matte r expert for
U S WEST. In this  position, I was responsible  for s ta ff leve l support for se rvice  provis ioning
and maintenance including the development of enhancements for operational support systems
(OSS) supporting these  activities. From 1986 until 1993, I was responsible  for the
U S WFST AMA ("Automatic Message  Accounting") te leprocessing organiza tion for the
fourteen state  U S WEST region

6. In 1993, re tired from U S WEST and began contract engineering work and consulting. In
1995 I took an assignment in Kuala  Lumpur, Malaysia  as a  contractor/consultant with a  team
of specia lis ts  to build a  CLEC ne twork consis ting of a  Globa l System for Mobil (GSM)
communications services. fixed network services, cable television services and data services
integrated into a common transport backbone

retuned from Malaysia  in June of 1997 and worked for approximate ly two years as a
contract outside plant/central office equipment (OSP/COE) engineer, and trained new
engineers for U S WEST collocation efforts

In May 1999, I accepted a  contract in Switzerland building a  new CLEC under the  market
name of diAl te lecommunica tions . My responsibilitie s  involved project management to
establish OSS supporting a ll wire less , wire line , and da ta  services offered by diAl. I a lso
provided consulting services developing business processes supporting the establishment of
the  diAl Inte rne t P rovide r Ope ra tions  Cente r (IOC) and diAl da ta  se rvice s  offe rings . I
established system requirements based on IOC business processes for fault management
systems, provisioning systems, capacity inventory systems, customer service inventory
systems and workflow engines controlling overall maintenance and provisioning processes

In December 2000, re turned from Switzerland and began worldng for QSI Consulting Inc
as a Senior Consultant. provide te lecommunications companies with engineering advice
and counsel for direct network planning, management and cost-of-service  support. My
specific areas of expertise  include network engineering, facility planning, project
management, business system applications, incremental cost research and issues related to
the  provision of unbundled ne twork e lements . leave  a lso participa ted and tiled expert
witness testimony in a large number of proceedings before state regulatory agencies

5.

7.

8.

9.
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P u rp o s e  a n d  Ove rvie w

10. The purpose of this Declaration is to address issues raised in the May 1, 2007 declaration of
Peter Copeland (the  "Copeland declara tion") and echoed in the  NPRMI and briefs  filed by
the  Regional Bell Opera ting Companies ("RBOCs").

11. An e sse ntia l cla im of the  Cope la nd de cla ra tion a nd the  RBOCs ' brie fs  is  tha t incre me nta l
revenues associa ted with an increase  in access  tra ffic exceed the  incrementa l costs  a ssocia ted
with tha t tra ffic. For e xa mple , the  Cope la nd de cla ra tion s ta te s :

[W]he n Fa rme rs 's  tra ffic volume s  incre a s e d without a ny concomita nt
increase  in the  number of access lines it sewed, it is  a lmost certa in that its
costs rise  a t a  much slower ra te  than did its  traffic figures

12. This  same notion is  found in the  FCC's NPRM:

When local switching demand increases significantly, a  carrier's  increased
revenues genera lly will exceed any cost increases. As a  result, a  carrie rs '
ra te  of re turn a t some point is  like ly to exceed the  maximum a llowed ra te
of return, malting the rates unjust and unreasonable. 3

Or,

We tenta tive ly conclude  tha t ave rage  pe r minute  switching cos ts  do not
increase proportionately to average per minute revenues as access demand
increases, and that, as a result, rates that may be just and reasonable given
a  spe cific le ve l of a cce ss  de ma nd ma y not be  jus t a nd re a sona ble  a t a
higher level of access dernand.4

13. The  RBOCs ge ne ra lly support the  Cope la nd de cla ra tion a nd re fe re nce  it to buttre ss  dle ir own
a sse rtions .5 Furthe r, the  RBOCs sugge s t tha t the  Cope la nd de cla ra tion a nd othe r cos t
obs e rva tions  a pply with e qua l va lidity to ILE Cs  a nd CLECs  a like .6

14. Because  the  CLECs' inte rs ta te  switched access  ra te s  a re  not, a s  a  practica l ma tte r, based on
the  CLECs ' own cos ts , the  RBOCs a rgume nts  a nd Cope la nd de cla ra tion a re  not only wrong
but a lso irre le va nt to the  Commiss ion's  ove rs ight of CLEC switche d a cce ss  cha rge s .

2

3

1 The FCC requested comment on the merit of the Copeland declaration in paragraph 16 of its NPRM.
Copeland declaration at paragraph 2.
NPRM at 14, For RBOCs statements echoing this assertion, see, for example: AT&T brief at page 12,

Qwest brief at page 14, and, Verizon at page 13.
4 NPRM at 21 .

For example, even the declaration of Dr. Timothy Tardiff, filed on behalf of Qwest, relies on the Copeland
declaration for support.
6 For example, AT&T at page 12: "AT&T's own extensive analysis has confirmed that Mr. Copeland's
analysis applies generally to all of the traffic pumping ILE Cs and CLECs that experience similarly enormous
increases in access minutes - it is an indisputable fact that a LEC's costs do not increase materially with the
enormous traffic volume increases associated with traffic pumping."

5

3
A/723705781



Nonetheless, even if otherwise relevant, we will rebut the Copeland declaration and the
RBOCs' briefs and demonstrate that ILE Cs and CLECs have different networks and cost
structures

15. First and foremost, however, the  RBOCs' briefs  are  deficient in tha t they flip-flop between
various cost methodologies to leap to the conclusion that growth in traffic causes CLECs to
over-eam. In virtually one breath, the  RBOCs compare switched access ra tes (which are
ultimate ly based on some form of booked costs) to forward-looking incrementa l costs  (which
are based on the ILE Cs' networks and switch vendor contracts) and then, before completely
exhaling, they conclude that this amalgam of considerations proves that CLECs must be
over-eaming. Completely ignored is the fact that CLECs switched access charges are
typically se t neither on the  CLECs' booked costs  nor on its  forward-looldng costs

16. Also ignored is the fact, acknowledged by the FCC, that the CLECs are start-up operations
and typica lly have  low ra tes  of utiliza tion. Tha t is , even under optimally e fficient ne twork
designs and planning, most CLECs must purchase and install networks in the anticipation of
s ignificant tra ffic growth. In fact, for most CLECs s ignificant tra ffic growth is  virtua lly an
economic impera tive . There  is  cruel irony, therefore , to the  RBOCs' advocacy tha t
significant growth in traffic be  discouraged under new Commission rules

17. CLECs have materia lly lower ra tes of utilization than the ILE Cs', whose access charges they
are  typica lly forced to mirror. This  means tha t while  it may be  true  tha t growth in tra ffic
causes ILE Cs to over-earn, there is no demonstration that traffic growth in traffic causes
CLECs. with lower leve ls  of utiliza tion, to over-eam as  well. In fact, most CLECs have
access rates that are below costs and, thus, their incremental revenues almost certainly do
not even cover their incremental costs associated with significant growth in access traffic

18. We will demonstra te  that CLECs and ILE Cs will incur different levels  of incrementa l costs
associated with traffic growth, obviating any generalized conclusions about over-earnings
Specifica lly, we  will discuss  the  following

2.

3.

The Copeland declaration claims that line-side and trunk-side switch costs are not usage
(tra ffic) sensitive  - this  is  a t odds with previous  RBOC tes timony
The Copeland declaration and the RBOCs ignore that incremental switch costs are
determined by the  specifics  of switch vendor contracts , which vary by LEC, switch
vendor and switch type
The Copeland declaration and the RBOCs ignore the well established fact that switch
growth and switch augmentations are  considerably more expensive than the initia l
placement of switches. This means that growth in access traffic is  likely to cause  per
unit-incrementa l costs that may well exceed per-unit-average costs - which is  the
opposite of what the Copeland declaration and the RBOCs assert

Even CLECs that have been in existence since the mid-1990s are relative "start-ups" compared to virtually
any ILEC

This is true because CLECs must generally mirror the access charges of their ILEC counter parts, even
though, as discussed in more detail below, they have higher costs due to (a) lower levels of network utilization, (b)
additional collocation and transport facilities, and (c) higher input prices

N72370578.l
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The Copeland declaration and the RBOCs ignore that most CLEC switches do not even
have a  traditional line-side ; instead, CLEC switches are  typica lly configured as tnink-
port-to-trunk-port and the  CLECs ' ne tworks ' "line -s ide" is  typica lly found in colloca tion
facilities, placed in spaces leased from ILE Cs, and connected to the CLEC switch. These
facilities  have  tra ffic-sensitive  costs  not typica lly incurred by ILE Cs.
The Copeland declaration and the RBOCs ignore that network-utilization rates are
typica lly low for CLECs, and s ignificantly be low those  of ILE Cs.
The Copeland declaration and the RBOCs ignore dirt CLECs face higher input prices and
thus higher incremental costs.

19. In sum, we demonstrate  that the Copeland declaration and the RBOCs' briefs fail to
demonstra te  tha t CLECs will over-earn as  a  result of s ignificant growth in tra ffic.

The RBOCs' Own Testimony Claims that Line-Side and trunk-Side Switch Costs
Vary with Usage

20. The Copeland declaration asserts that line-side and trunk-side switch costs do not vary with
usage. with respect to the  line-side  of the  switch, the  Copeland declaration sta tes:

Lin e -S id e  En d -Ofic e  S witc h in g Co s ts .  An e nd-office  s witch  is
e quippe d with line -s ide  switch ports  use d to conne ct individua l a cce ss
lines  to the  switch. In s imple  te rms, each access  line  is  a ssocia ted with a
s ingle  line -s ide  s witch port. Line -s ide  cos ts  the re fore  will ris e  whe n a
cante r is  required to ins ta ll new line -s ide  switch ports . An increase  in the
numbe r of MOUs  tra ns iting the  s witch will not, howe ve r, re s ult in a ny
incre a se  in line -s ide  cos ts  if tha t incre a se  is  not tie d to a ny s ignifica nt
increase in access line  usage. This is  so because the line-side switch ports
tha t s witch ma nufa cture rs  s e ll to LECs  a re  e ngine e re d with s ufficie nt
capacity to support any reasonable increase in usage that may be delivered
to those access lines during the life  of the switch.9

[. . . ]
Thus , line -s ide  e nd-office  switching cos ts  a re  not a ffe cte d by the  huge
increase  in MOUs that are being received by Fanners's switch and handed

21. The Copeland declaration makes a  similar assertion about the trunk-side of the switch:

As with line -s ide  switch ports , trunk-s ide  switch ports  a re  sold with a ll the
related traffic capacity components necessary to support any leve l of usage
a s s ocia te d with a  give n trunk. Thus , the  incre a s e d trunk-s ide  cos ts
associa ted with increased tra ffic a rise  sole ly as  a  result of any increase  in
the number of necessary trunk-side switch ports.11

9

10

11

Copeland declaration at paragraph 7.
Id. a t paragraph 7.
Id. a t paragraph 8.

5
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22. These  a sse rtions  a re  the  unde rpinnings  for the  Cope land decla ra tions ' conclus ions  tha t the
incrementa l revenues  a ssocia ted with an increase  in switched access  tra ffic exceed the
incre me nta l cos ts  a ssocia te d with tha t tra ffic. The se  a sse rtions  a re  e ithe r mis le a ding or
ina ccura te .

23. Firs t, it is  importa nt to note  tha t the  Cope la nd a sse rtion, tha t line -s ide  cos ts  do not va ry with
incre a se s  in tra ffic, is  mis le a ding within the  conte xt of the  issue  a t ha nd: s ignu'ica nt increases
in usa ge . While  the  Cope la nd de cla ra tion doe s  inse rt some  qua lifie rs , such a s  the  te rm
"reasonable  increase  in usage", it subsequently ignores  those  qua lifie rs  a s  it proceeds  to
discuss  the  incrementa l cos ts  a ssocia ted with "huge  incre a s e s  in MOUe . " The se  qua lifie rs
appea r a lso to have  been ignored by the  RBOCs when they re fe r in the ir brie fs  to the
Cope land decla ra tion in orde r to buttre ss  the ir cla ims tha t s ignificant increa se s  in usage  must
le a d to ove r-e a rnings . In fa ct, a ny profe ss iona lly e ngine e re d a nd de s igne d switch or
tra nsmiss ion ne twork tha t e xpe rie nce s  s ignifica ntly incre a se s  in tra ffic will re quire
augmentations .

24. The  Cope la nd de cla ra tion is  a lso a t odds  with the  RBOCs ' own te s timony.l3 For e xa mple ,
AT&T witne ss , Dr. Ke nt Currie , a ddre sse d pre cise ly the se  issue s  in a  numbe r of s ta te
proceedings  and te s tified tha t va ria tions  in pe r cus tomer line -s ide  usage  pa tte rns  do impact
cos ts . For e xa mple , Dr. Currie  note s :

[A]s  dis cus s e d e a rlie r, us a ge  a ffe cts  the  le ve l of s witch inve s tme nt
required, which affects cost over the  long run. Changes in customer usage
pa tte rns  a re  like ly to a ffect long run pricing and switching cos ts  a s  we ll.
Ms. Kla is ' rebutta l tes timony indica tes  tha t the  majority of recent jobs  tha t
are  needed to augment switching equipment for SBC Michigan have been
driven by usage . In a ddition, the  unde rlying cos t s tructure  of switching
systems has not changed. The average BH CCS of a  popula tion of switch
cus tome rs  a ffe c ts  ve ndor s witch  de s ign  a nd  the  ve ndor's  cos t o f
production. Thus , the  high use  and low use  cus tomers  in this  popula tion
contribute  diffe rently to switch des ign and production costs, regardless  of
how the vendor chooses to price the switch to sBc.14 (Emphasis added.)

25. It is  important to recognize  tha t Dr. Curie  is  not just ta lking about the  CLASS 5 end-office
switch in genera l but specifica lly about the very line -s ide of the switch discussed in the
Copeland declara tion. One explanation Dr. Currie  offers  for why line-side  switch costs  are
usage sensitive is  the level of concentration of the digita l loop carrier systems: the more
usage (traffic) end-users place  on a  digita l loop carrier system, the  lower is  the  level of

12 The Copeland declaration, the RBOCs' briefs and the NPRM all consider increase that cause traffic loads
to possibly double or even triple.
13 We will discuss public testimonies filed by AT&T witnesses before state proceedings. While we have
generally tiled testimony in opposition to the conclusions of those witnesses regarding the pricing of unbundled
local switching, we have not disagreed with their representation of AT&T's switch vendor contracts, as they are
discussed in the following excerpts.
14 Currie, Rebuttal Testimony, at 48.
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concentration and the higher are the line-side related costs of serving the end-users. Dr.
Currie  expla ins  this  as  follows:

Howe ve r, whe n cus tome rs  a re  conce ntra te d on a  digita l loop, more
customers  are served than there are talk paths  available. If cus tomer usage
increases  to the point that more cus tomers  vie  for ta lk paths  than there  are
paths  available , blocking occurs , and equipment capacity is  added to serve
the additional demand.15 (Emphasis  added.)

26. To be sure , the  additional equipment Dr. Currie  refers to is  line-side  switch equipment.

27. Another AT&T witness , Ms . Linda Klais , explains  that because end~user traffic data  impacts
end-office  switch cos ts  (of line-s ide  and other switch components ), AT&T's  switch vendors
require switch usage forecas ts :

SBC Michigan provides  the  current and forecas t us age  da ta  needed for
each purchase  applica tion. Each vendor a lso has  the  contractua l right to
va lida te  s uch da ta  provide d by S BC Michiga n in orde r to  jus tify the
re quire me nt for a  s pe cific  a pplica tion. The  da ta  is  provide d by S BC
Michiga n pla nne rs  a nd e ngine e rs . The y a na lyze  curre nt a nd future
de ma nds  ba s e d on the ir be s t judgme nt a nd a na lys is  of the  da ta . The y
determine  die  average  CCS/NAL required to support the  demands  on the
s witch.

28. AT&T witness Klaus goes on to explain how usage a lters the  line-side network configuration
of, say, the  Norte l DMS 100 switch:

For e xa mple , in the  de s ign of a  Norte l DMS  100 s witch, Norte l us e s
cabling called Speech Links  to handle usage demands  on the switch fabric.
Speech Links  a re  the  cable s  connecting the  Line  Concentra tion Module
(LCM) to the  Line  Group Control (LGC) module  in the  Norte l DMS 100
s witch. [...] Each additiona l Speech Link above  four (4) adds  cos t to the
proje ct tha t mus t be  a bs orbe d by Norte l, be ca us e  the  DND contra ct is
based on number of lines  provided.17 (Emphasis  added.)

29. Having explained the  re la tionship between usage and line-side  switch configurations, AT&T
witness Klais  goes on to discuss AT&T's switch vendor contracts . She expla ins that higher
per line end-user usage requires more expensive line-side (end-user) trunks:

Q- DO VENDORS HAVE DIFFERENT PRICING LEVELS FOR
DIFFERENT CCS LEVELS?
A. Ye s . The  Luce nt contra ct s pe cifica lly ide ntifie s  a ve ra ge  CCS /NAL
p ric in g  le ve ls  a n d  p ro vid e s  d iffe re n t p ric e s  fo r d iffe re n t u s a g e

15

16
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Currie, Rebuttal testimony, at 40, 41 .
Linda Klaus, Rebuttal Testimony, at 11.
Linda Klaus, Rebuttal Testimony, at 13.
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configura tions . The  contract pricing for a ll vendors  is  based upon usage
projections that accommodate current and forecast usage. Customer usage
increases (past, current and projected) require  SBC Michigan to request a
switch design that supports a higher usage factor

Q- DOES  S BC MICHIGAN ALWAYS  ORDER THE HIGHES T CCS
CONFIGURATION P OS S IBLE?

30. Thus, the AT&T witnesses testified that increased line-side usage causes the purchases of
different, more expensive switch configurations or augmentations

31. Qwest witnesses have filed comparable testimony asserting that variations in line-side usage
(tra ffic) result in s ignificant varia tions  in costs

32. This  type  of AT&T testimony - which has been supported by AT&T witness  in a  la rge
number of proceedings" .-- is  directly a t odds with the  Copeland declaration, which, again
asserts that there are no additional line-side costs associated with significant increases in
access traffic

33. with respect to the Copeland's assertions about the trunk-side of the switch, a  number of
observations are in order

34. Firs t, most LECs engineer the ir switch-trunk-port facilities  to pre-specified leve ls  of
utiliza tion (which may vary from company to company) and augment the  switch (i.e , add
trunk ports and move traffic) when traffic increases so as to prevent more blockage than is
acceptable . The notion that traffic can be  increased significantly on existing trunk port
facilities is  inconsistent with longstanding engineering practices and, for that matter
common sense

35. Second, while it may be true that some switch vendors may price and sell .- and ILE Cs may
purchase  - switch capacity on a  per trunk port basis" (which is , in fact, what Mr. Copeland is
saying), it by no means implies  tha t LECs can increase  traffic s ignificantly without trunk
augmentations and without incurring additional trunk costs . Infect, the  Cope land
declaration inadvertently demonstrates the precise opposite  omits conclusions. To the extent
that switches are  purchased on a  per trunk-port basis - i.e ., a ll other switch facilities, such as
the necessary processors capacity, are bundled into the trunk-port price .- the switch-trunk

Like the Copeland declaration the AT&T testimony discuss  the costs  associated with traditional circuit
switches

See, for example, Direct Testimony of Robert Brigham, on behalf of Qwest Corporation, In the  Matte r of
the Determination of the Cost of the Unbundled Loop of Qwest Corporation, PSC of Utah, Docket No. 01-049-85
June 21. 2002
20 For example, we have reviewed this  type of AT&T tes timony in s ta te proceedings  in California , Texas
Michigan, Ohio, Indiana , Illinois , and Wiscons in

This practice was introduced by some vendors, such as Lucent and Nortel, for large ILE Cs in the nineteen
nineties
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costs increase linearly with increases in traffic (which, again, is  the  precise  opposite  of what
the Copeland declaration seeks to establish.)22

Incremental Switch Costs Are Determined by the Specifics of Switch Vendor
Contracts, Which Vary by LEC, Switch Vendor and Switch Type

36. As discussed, the Copeland declaration and the RBOCs make generalized statements and
conclusions about how little  - if a t a ll - costs  increase  when traffic increases on the  ILE Cs'
networks. These types of generalized statements and conclusions are unsupportable and,
indeed, inaccura te  given that switch contracts  vary by LEC, switch vendor and switch type ."

37. Given the importance of switching costs, the terms and conditions of switch purchases are
typically carefully negotiated between the LECs and vendors and the LECs, ILE Cs often
have teams of negotiators that seek to arrange for contracts  that optimally suit the  needs of
their companies. For example , switching facilities are  often purchased and insta lled to
specifically accommodate the usage patters of the communities they are  intended to serve.
Most troublesome are sudden and significant changes in usage patters .-- such as those that
would be  caused by significant growth in traffic contemplated in the  Copeland declara tion
and the RBOCs' briefs . Such changes would a lmost certa inly trigger switch augmenta tions
(which, as discussed below, are  extra  expensive). Without examining the specifics of a
company's switch vendor contracts, one simply cannot say in advance what incremental
costs a  company may incur under their specific switch vendor agreements.

38. Further, switch vendors, such as Lucent and Nortel, deploy different switch architectures that
are separate and distinct and that defy generalizations about how costs are incurred on the
line-side  of the  switch 9and in other components). For example , the  Norte l DMS100 deploys
a completely different set of modules on the line-side to concentrate  traffic than the Lucent
LESS. Examination of company specific switching costs  models , such as  AT&T's  SICAT
model, shows tha t they trea t the  Norte l DMsl00 and the  Lucent LESS differently.

39. Last, switch vendor contracts  a re  carefully guarded third-party highly confidentia l
documents. As consultants, we have had an opportunity to participate  in a  large number of
sta te  proceedings that provided us with access to these third-party highly confidentia l
contracts. It is  not clear that Mr. Copeland in his capacity as a  Qwest employee has had an
opportunity to review many switch contracts other than Qwest's  own, which are  by no means
representative of contracts for other companies. Most certa inly, the  Qwest contracts are  not
representative of those between the switch vendors and CLECs.

22 Specifically, in paragraph 9, the Copeland declaration provides an example of a trunk-port investment of
$197 per DSO port and assumes that this port is capable of accommodating 9,000 MOUs per month. Clearly, given
its own assumptions, the Copeland declaration demonstrates that as traffic increases, the number of required trunk
ports increases commensurately, in the intermediate/long run and over significant volumes, in linearfashion. This
directly contradicts the Copeland declarations - the RBOCs' briefs - which assert that costs increase less than
proportionally when traffic volumes increase.
23 We have examined switch vendor contracts for the former Ameritech, former SBC, former AT&T, former
MCI, former Verizon, and for a large number of CLECs and some small ILE Cs.
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The Copeland Declaration Ignores that Switch Augmentations and Growth

Facilities Tend to Be Considerably More Expensive than Initial Switch

Placement

40. The Copeland declaration and the RBOCs ignore that under most switch contracts switch
augmentations and growth facilities are  considerably more expensive than facilities
purchased upon switch insta lla tion.

41. This  well-know a ttribute  of switch contracts  was recognized in the  Virginia  Arbitra tion
Order:

The re  is  no dispute  tha t la rge  ca rrie rs  such a s  Verizon routine ly rece ive
subs ta ntia l discounts  off the  ma llufa cture r's  lis t price  whe n purcha s ing
switche s . In the  S CIS  mode l, the  a mount of this  discount re pre se nts  a
s ignifica nt va ria ble  in  ca lcula ting s witch price s . The  a mount of the
discount may vary considerably depending on whether the  discount is  for
ne w ss witche s  or for a dditiona l equipment to accommodate  additiona l
users.

42. This  pricing s tructure  implie s  tha t, whe n a cce ss  tra ffic grows , the incre me nta l cos ts  of
s witching ma y we ll e xce e d the  a ve ra ge  cos ts  of s witching, ra ther than the  converse , a s
a sse rte d by the  Cope la nd de cla ra tion, the  NP RM a nd the  RBOC brie fs . Aga in, a  compa ny
spe cific inquiry is  re quire d be fore  one  ca n dra w conclus ion a bout a nyone  spe cific compa ny's
costs .

CLECs  Typica lly Deploy Co-Loca ted Rather Than Traditiona l Line-Side  Switch
Fac ilitie s

43. The Copeland declaration and the RBOCs' briefs are  almost entirely predicated on a
traditional ILEC network architecture . Sure ly, nowhere  in the  Copeland declara tion is  there
an awareness of the  CLEC architecture . \Vhile  this is  not surprising, as the  Copeland
declara tion was presumably drafted for purposes of Qwest's  specific complaint proceeding,"
it does mean that he Copeland declaration should not be used to draw conclusions about the
impact of access traffic growth on the CLECs' costs and re turns.

24 Memorandum Opinion and Order, CC Docket Nos.00-218, 00251, Inthe Matter ofPetition of WorldCom,
Inc. Pursuant to Section 252(e) (5) of the Communieations Act for Preemption of the Jurisdiction of the Virginia
State Corporation Commission Regarding Interconnection Disputes with Verizon Virginia Inc., ardor Expedited
Arbitration, In the Matter of Petition of T&T Communications of Virginia Inc., Pursuant to Section 252(e) (5) of
the Communications Act for Preemption of the Jurisdiction of the Virginia Corporation Commission Regarding
Interconnection Disputes With Verizon VirginiaInc., released August 29, 2003, at 381.
25 In the Matter of Qwest Communications Corporation, Complainant, v. Farmers and Merchants Mutual
Telephone Company, Defendant., in File No. 07-MD-001, at - 6-10, as filed in WC Docket No. 07-135 (Nov.
30,2007).
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44. In wha t follows , we  discuss  a  typica l CLEC ne twork a rchite cture  a nd de mons tra te  how it
diffe rs  from the  tra ditiona l ILEC ne twork a rchite cture s , discusse d in the  Cope la nd
de cla ra tion (a nd pre sume d in die  NP RM a nd the  RBOCs ' brie fs .)

45. CLECs  typica lly e nte r the  ma rke t with a  dis tribute d ne twork a rchite cture  tha t is  s ignifica ntly
diffe re nt from tha t of the  ILE Cs . Unde r this  dis tribute d a rchite cture , CLECs  te nd to
subs titute longe r tra ns port route s  for s witching node s  a nd outs ide  pla nt fa cilitie s  while  a t the
sa me  time  providing origina tion/te nnina tion se rvice s  throughout la rge  ge ogra phic a re a s ,
which may be  comparable  in s ize  to those  se rved, for example , by ILEC tandems tha t
a ggre ga te  the  ALEC's  tra ffic from its  e nd office  switche s  (the  Cla ss  5 switche s ). The  two
dia gra ms  be low illus tra te  a nd compa re  the  two diffe re nt a rchite cture s . The  firs t is  the
traditiona l dis tributed ILEC a rchite cture  tha t use s  both Cla ss  5 and Cla ss  4 office s  to se rve  a
specific geographic a rea . The  second repre sents  the  CLEC's  a rchitecture  tha t use s  one
switch to se rve  a  comparable  geographic a rea . The  CLEC uses  one  switch for the  same  a rea
a s  the  ILEC be ca use , while  the  ILEC se rve s  the  ma jority of the  cus tome rs , the  CLEC ca n
expect to se rve  only a  sma ll fraction of a ll the  cus tomers  in the  a rea .

ILEC Ne two rk Arc h ite c tu re

ALEC

Switch

ILEC

Switch

ILEC

Switch

46. CLECs  ge ne ra lly de ploy switche s  tha t provide a  combined Class  5 (end office )26 and Class  4
(tande rn)27 functiona lity (ra the r than switches  tha t provide  those  functiona litie s  on a  s tand-
a lone  ba s is ) a nd by me a ns  of a  dis tribute d a rchite cture  provide  ca ll origina tion a nd
te rmina tion se rvice s  a cross  la rge  ge ogra phic a re a s . By utilizing S ONET node s  colloca te d in

26 Class 5 (end office) switches typically aggregate the traffic of end user customers over end user loops,
which terminate at the switch. They also provide the vertical features, such as call waiting, etc.
27 Class 4 (tandem) switches typically are used to aggregate the traffic from end office switches and provide a
point in the ILEC network to which the IXCs can connect to for terminating and originating long distance calls.
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47. The cost advantages of this architecture are  that it minimizes the amount of switching and
centra l office  investment required to serve a mostly dispersed customer base,both by
minimizing the number of Class 5 local switches required as well as reducing the need for a
stand-alone tandem switch. However, the  downside is  that this network architecture  requires
additional investments in transport, collocation and SONET nodes. Given that most of the
costs of these components are tragic sensitive costs , the  CLEC ne twork a rchitecture  will
increase the traffic sensitive  costs of intercarrier traffic, such as switched access traffic.

48. The following diagram depicts  a  generic CLEC network architecture  and highlights the
distributed na ture  of a  typica l CLEC network.

multiple  ILEC central offices, CLECs often are able to serve a  customer base that is spread
out across an entire  state  or LATA using a  single , integrated end office and tandem switching
pla tform.
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49. In sum, to properly assess the impact of switched access traffic growdi one should, at a
minimum, consider the differences between the CLECs' and ILE Cs' networks and costs.
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Clearly, one cannot Willy-nilly draw conclusions about the CLECs' costs and earnings based
on an analysis of the ILE Cs' networks and costs.

CLECs  Ge n e ra lly Exp e rie n c e  Mu c h  Lo we r Le ve ls  o f Utiliza tio n  fo r S witc h in g  a n d
Tran s p o rt Fac ilitie s  th an  As s u med  in  th e  Switch ed  Acces s  S tu d ies  an d  Ra tes  fo r
ILE Cs o n  Wh ich  CLEC Ra tes  Are  Bas ed

50. The level of utiliza tion of facilities  is  a  critica l de terminant of incrementa l and average costs
of production (output) for virtua lly a ll companies  in capita l intensive  industries . In the
airline  industry, for example , an a irline  that fills  up most of its  a irplanes has lower average
and lower incremental costs than an airline that flies half empty (assuming all e lse  equal).
The  same principle  holds for te lecommunica tions firms: the  higher is  the  level of utiliza tion
of a  company's network, Me lower tends to be the company's incremental and average
costs .28 CLECs, in genera l, have  lower levels  of ne twork utiliza tion than the ir lLECs
counterparts.

51. As discussed previously, CLECs typically purchase large switches, such as a Lucent LESS,
or Nortel DMS500, capable of serving as many as one hundred thousand customers.
Likewise , the  SONET facilities constructed to transport traffic to end-users and other carriers
are  often capable  of carrying large  amounts of traffic. However, most CLECs must deploy
these  facilities prior to the  time a t which they are  able  to acquire  sufficient numbers of
customers to achieve  the  levels  of utiliza tion for which the  facilities  are  designed. This
means tha t over much of the ir economic life , the  utiliza tion of CLEC facilities  is
substantia lly below full capacity, and below the  utiliza tion experienced by larger ILE Cs.

52. By contrast, when an ILEC insta lls  or has insta lled a  new digita l switch, it does so to replace
an old analog switch that is  a lready sewing a  large number of customers. In fact, old analog
switches, such as the IAESS, may serve tens of thousands of customers that may very well
be comparable  to the number of customers that a  fully loaded digita l switch serves (though
obviously the analog switch cannot provide the same functionalities). This means that from
the  moment a  digita l switch is  insta lled, the  ILEC will be  able  to achieve  a  high ra te  of
utiliza tion on certa in components of such digita l switches.

53. The  ILEC is  a lso capable  of achieving high utiliza tion ra tes  on existing digita l switches in
wire  centers  tha t a re  experiencing growth. In such situa tions, the  ILEC will often grow the
digita l switch by ins ta lling additiona l switch modules  in the  same centra l office , or it will
place remotes that are  served by the existing host switch. In e ither case , the  overall level of
switch utiliza tion will be  high. The  same is  true  for the  ILE Cs ' transport facilitie s . Here  too,
ILE Cs reap the benefit of having a mature network that serves a large, existing customer base
so that new facilitie s can be added incrementally as new demand is anticipated to materia lize .

54. The point is that because CLECs have lower rates of utilization than ILE Cs, the relationship
between the incremental costs and the incremental revenues associated with a growth of

This  s tatement is  not necessarily true for all levels  of outputs /production on individual facilities  in the short
run, it is  generally true for the total output on a  company's  telecommunications network viewed over the
intermediate to longer run.

28
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access tra ffic is  different for CLECs than it is  for ILE Cs. For example , it very much possible
that a  specific CLEC -- because of its  low rate  of utilization -- has incremental costs that are
significantly higher than the switched access charges it is permitted to assess. This means
tha t, even a fte r tra ffic growth in tra ffic, the  incrementa l revenues for this  CLEC may s till fa ll
short of the incremental costs.

55. As a lready noted, growth in traffic is  often an economic imperative  for CLECs that have low
leve ls  of utiliza tion. It would be  bad public policy to pena lize  these  CLECs for following
through on s timula ting tra ffic to leve ls  required for economic viability.

CLECs  Will Have More  TS Cos ts  than ILE Cs  Becaus e  the  CLEC Switch Does  Not
Have a  Line-Side  but Ins tead Us es  TS Trans port and Collocation Facilities

56. As discussed, the  tern "line  side" generally refers to the  side  of the  switch on which the  end
user lines  te rminate , typica lly a t voice  grade  (DSO) leve l capacity. The  te rm "trunk s ide"
refers  to the  s ide  of the  switch on which the  trunks (often interoffice  trunks) tenninate ,
typically a t DSI level capacity (there  are  24 DSO per DS l .)

57. While  the Copeland declaration discussed the effects of costs on the line-side of the switch, it
is  important to note  that CLECs do not have  a  typica l "line -s ide  " to the ir switch ingfacilitie s .
Instead, CLECs tend to use  SONET nodes collocated in multiple  ILEC centra l offices in
order to serve their customers, customers that may be spread across an entire state or LATA
while  using only a  single , integra ted end office  and tandem switching pla tform.

58. That is , for most CLECs, the  equivalents  of the  ALEC's main distribution frame (MDF) and
the line-side of the  switch are  found in the  collocation locations where the  SONET nodes
connect to the ir end-user lines. Also unlike  ILE Cs, most CLECs have few, if any, line-cards
in their Class 5 switches, ra ther, the  connections tend to be trunk-to-trunk connections.

59. This means that, given that a  large  portion of the  non-traffic sensitive  (NTS) costs  of a  switch
stems from the  line-side  of the  switch, a  larger percentage of the  CLEC switching costs  will
be  traffic sensitive  (TS). The percentage of TS costs  in originating and tenninating long
distance calls may be further increased due to die  fact that the CLEC's networks substitute
additiona l transport facilitie s , with usage sensitive cos ts , for switching facilitie s . The  cos ts  of
the collocation equipment used by CLECs to aggregate their UNE loops and transport the
tra ffic back to the ir centra l office  "hub" is  a lso la rge ly tra ffic sensitive . Thus, compared to
the ILE Cs, the  CLECs will have a  much greater ra tio of TS-to-NTS costs.

60. TS costs are  critical to the evaluation of the incremental costs and incremental revenues
associa ted with a  growth in switched access traffic. This difference between CLECs and
ILE Cs, however, is  ignored in the  Copeland declaration and die  RBOCs' briefs.

CLECs Tend to Have Higher Input Costs than Their ILEC Counterparts
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61. Among the most important detenninants of costs are the prices companies pay for inputs, i.e
the prices at which facilities are  purchased. The higher are  the input prices, the higher are  the
cost of service , facilities, unbundled network e lements, e tc. In fact, the  re la tionship between
the level of input prices and the costs that are to be calculated (for switched access services
UNEs, etc.) is a lmost linear in the sense that if input prices double, then one should expect
the costs (for services, UNEs, e tc.) to double

62. CLECs tend to have higher input costs than ILE Cs for a  number of reasons. As we know
from economic theory, large buyers typically are  able  to extract better prices from suppliers
than small buyers, we may refer to this  as the  Wal-Mart effect. In strict economic terms, the
ability to dicta te  te rms to suppliers  may be  referred to as  a  form of monopoly power. AT&T
and Verizon, as the nation's largest te lecommunications finns, are  also the nations' largest
purchasers of traditional te lecommunications equipment. As such they are  able  to play
suppliers off against each other and to extract large discounts by shifting the bulk of their
purchases to the  supplier that is  willing to offer the  steepest discounts. Of course , in this
process in which suppliers are  in effect bidding against one another, a ll suppliers end up
lowering their prices. The Commission is  well aware  of those discounts and has examined
them in various  TELRIC proceedings. Again, as  was noted during the  Virginia  Arbitra tion

There  is  no dispute  tha t la rge  ca rrie rs  such a s  Verizon routine ly rece ive
substantia l discounts  off the  manufactLlre r's  lis t price  when purchas ing
switches.(Emphasis added.)

63. Having reviewed vendor contracts in many state proceedings we can say, while most of these
contracts are  third-part highly confidentia l, that the  prices paid by companies tend to vary by
the size and buying power of those companies. And, indeed, there is no dispute: the RBOCs
receive huge discounts

64. The CLECs are much smaller than most ILE Cs and purchase many fewer facilities and
equipment than do, say, AT&T and Verizon, or than more rural LECs, such as Embarq, or
Valor. As a  result, CLECs tend to pay higher prices  (i.e ., rece ive  lower discounts  off lis t
prices.) Indeed, there  is  a  disincentive  for suppliers  to give  significant discounts to CLECs as
it undermines their lis t prices without the  offse tting benefits  of large  volume sales

65. Again, having examined a  large number of switch vendor contracts for CLECs, we can
testify tha t CLECs typica lly purchase  facilities  s tra ight off vendor lis t prices  e ither without
significant discounts  or, most commonly, without any discounts  a t a ll

66. In short, because CLECs pay higher input prices than their ILEC counterparts, there is a
different relationship between the incremental costs and incremental revenues associated
with growth in access traffic. This  difference  between ILEC and CLEC costs  is , once  again
ignored in the Copeland declaration and the RBOCs' briefs
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Conclus ions

67. In this  decla ra tion, we  have  demonstra ted tha t the re  a re  profound diffe rences  in the  cos t
s tructure s  for CLECs a nd ILE Cs

68. The essence of our declaration can be summed up in a  simple analogy: if two parties, A (Ag
a ILEC) and B (e .g., a  CLEC), must drive  a  Ford Taurus for 50,000 miles under identica l
circumstances (which is  comparable  to two companies employing the same TELRIC model
for switched access), they will have  identica l per-mile  costs . However, if party A rece ives a
discount off the purchasing prices for the car and party B doesn't, then clearly per mile  costs
are  no longer the  same. Further, if we now consider that party B, which doesn't receive
discounts, also has to drive longer distances (comparable to the fact that CLEC calls much be
routed from the  CLEC COs to collocation facilities  over transport sensitive  transport
facilities), it is  clear tha t not only a re  party B's  per-mile  costs  higher than party A's , it's
overa ll costs  are  higher too. If we had broken down the  tota l mileage into mileage per trip
then party B would have higher incremental costs  per trip as well

69. All of this  de mons tra te s  tha t while  the  RBOCs ma y be  right tha t growth in tra ffic le a ds
ce rta in ILE Cs to ove r-ea rn, the  RBOCs a rguments  a re  unsupported and not true  with re spect
to the  CLECs because  the  CLECs cos ts  a re  incurred diffe rently and they tend to be  highe r
with re spect to usage  sensitive , incrementa l costs

70. This  conclude s  this  de cla ra tion
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